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KEY ECONOMIC INDICATORS 
(Money Values in millions of Dollars) 


(South African data converted at Rand 1 = $1.45 for all years) 


1972 1973 1974 


NATIONAL INCOME AND PRODUCT 

Gross Domestic Product 22,656 27,259 32,454 
GDP (1963 prices) 15,413 16,078 17,235 
Gross National Product 21,853 26,365 31,429 
Gross Domestic Fixed Investment 6,161 6,934 8,504 
Real Growth Rate (GDP) 3.3% 4.1% 7.2% 
Per Capita GNP (Dollars) 938 1,093 1,262 


F INANCE 

Central Bank Gold Reserves (1) 769 813 782 
Central Bank Foreign Exchange (1) 589 341 276 
Money Supply (1) 4,077 4,911 5,828 
Money and near-money (1) 7,051 8,675 10,610 
U.S. Investment (book value) (2) 1,027 1,240 -- 
Sales by U.S. firms (2) 2,487 -- -- 


TRADE 


Exports (excluding gold) 3,216 3,698 4,588 
Exports to U.S. (2) 324 377 609 
Imports 4,135 5,145 8,319 
Imports from U.S. (2) 603 746 1,160 


GOLD 
Average Price (London) (1) 65 94 157 
Production (kilograms) 909 ,630 855,218 757,771 


INDICES (1963 = 100) 

Manufacturing 180 196 208 
Wholesale prices 136 154 181 
Consumer prices 141 155 173 
Unemployment (except Black) 63.7 46.0 43.7 


BALANCE OF PAYMENTS (3) 

Visible trade (net) -919 -1,447 -3,731 
Services (net) -864 -1,003 -1,288 
Value of gold output 1,683 2,565 3,789 
Current Account -10 139 -1,212 
Capital Movements (Net) 596 -162 1,074 
Deficit (-) or Surplus 634 -162 -97 


NOTES: 

(1) Year-end. Reserve Bank gold calculated at R29.55 per ounce. 

(2) U.S. data. 

(3) Transfers, valuation adjustments and SDR allocations not shown but trans- 


fers calculated in current account and all elements calculated in deficit 
or surplus. 





SUMMARY 


The South African economy performed exceptionally well in 1974. Real GNP increased 
10%, led by an investment boom, increased government spending and high gold prices. 
Exports, imports, consumption, manufacturing, agricultural production, the fishing 
catch, and non-gold mining were all well above the 1973 levels in real terms. In- 
vestment grew by 19.1% in money terms, government spending by 26%. The world price 
of gold, the country's main foreign exchange earner, jumped 66%. Earnings from gold 
increased 45% and more than offset the effect of high prices for imported oil. 
Earnings from agricultural and mineral exports were also high. Total trade (including 
gold) was in balance. The current account of the balance of payments recorded a 
manageable deficit ($1.2 billion) that was almost offset by capital inflows. In- 
flation and interest rates were high. Shortages of skilled labor, port congestion, 
and weaknesses in the automobile, textile and wool growing industries were the only 
seriously troublesome areas. 


The economy slowed down in the second half of 1974 and has continued to cool grad- 
ually. Seasonally adjusted gross domestic product declined slightly in the fourth 
quarter from the all time record of 23 billion Rand (annual rate) recorded in the 
third quarter. Unemployment was increasing slightly, inflation was weakening, 
unfilled orders were shrinking, and world prices for the country's agricultural 

and mineral exports were declining. Foreign trade was steady in the first four 
months, imports (excluding arms and oil) at just under R500 million a month, 

exports (excluding arms, precious metals and precious stones) at about R250 million. 
The reserves and the exchange rate were also steady. Growth is expected to continue 
in 1975, but at a much lower rate. High (if not increasing) gold prices, continued 
heavy investment, good crops, an expansionist fiscal policy and higher consumer 
spending resulting from the introduction of television should prevent the economy 
from falling into a recession in 1975. For the longer run, hopes are centered 
around the price of gold, minerals and agricultural produce on world markets, 
increased productive capacity, economic recovery in Europe and North America, and 

a reduction in the country's dependence on imported oil. Optimism is* tempered, 
however, by political uncertainties, particularly in neighboring countries. 


South Africa is an important and growing market for U.S. products and important 
source of raw materials. U.S. exports to South Africa topped $1.1 billion in 
1974 and South African exports to the U.S. were over $600 million. U.S. invest- 
ment is well over $1.2 billion (book value). U.S. traders and investors will 
find profitable opportunities in South Africa but should look carefully at the 
political factors, labor relations, South African import policy, and U.S. Govern- 
ment policies before making trading or investment decisions. 


CURRENT ECONOMIC SITUATION AND TRENDS 


The South African economy experienced a strong expansion in 1974. Gross domestic 
product (GDP) grew by 19.1% (to $32.4 billion), real GDP by 7.2%, real Gross 
National Product (GNP) by 10%, and real GNP per capita by 7%. The official target 
of 6.4% growth (GDP) was surpassed. 


The expansion was led by investment, government spending and high gold prices. The 
private mining and manufacturing sectors invested heavily and gross domestic fixed 
investment (for all sectors) grew by 22.6% to reach more than a quarter of GDP. 
Inventory investment was also exceptionally strong, inventories increasing by R961 
million ($1.39 billion), by far the highest growth on record. Consumption expenditures 
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by the central government reached R2.82 billion ($4.09 billion), 26% above 1973. 
A 66% jump in the gold price brought $1.15 billion in increased foreign earnings 
and, by improving the terms of trade, boosted growth in GNP well above the GDP 
growth. 


The balance of payments felt the effects of two strong and contrary influences - the 
high price of gold and a surge in imports. Gold earned R2.57 billion ($3.72 billion) 
but the increase in gold earnings (R796 million) was almost offset by increased pay- 
ments for oil (about R700 million). Imports other than oil were stimulated by the 
boom conditions and the result was an almost perfectly balanced account on total 
trade (including gold), with earnings of R5.73 billion ($8.30 billion) balanced by 
imports of R5.74 billion. The outcome on current account thus depended on services, 
the only other significant current account item. Service payments (R1.92 billion) 
and receipts (R1.03 billion) recorded their usual growth and the current account 
closed with a deficit of R836 million. This compared with a surplus of R96 million 
in 1973 and recent deficits of R7 million (1972), Rl billion (1971), R827 million 
(1970), and R245 million (1969). The current deficit was nearly offset by capital 
inflows of R741 million, most of which came in in the last half, encouraged by 
government policy and by changes in relative interest rates. The overall balance 

of payments registered an unremarkable deficit of R67 million ($97 million), after 
allowing for adjustments of reserve values and for SDR allocations. 


Reflecting the healthy balance of payments and ample reserves, the exchange rate for 
the Rand varied little during the year. The South African Reserve Bank changed the 
"middle rate" (i.e. the rate charged to the commercial banks) several times after 
June, when the Bank adopted a system of “independent managed floating." The changes 
were small and the resulting market rate varied only within the narrow range of 
$1.496 to $1.426 during the year. At year's end the Rand traded for $1.446. Fre- 
quently the Rand/Dollar rate was influenced more by movements of the dollar against 
the currencies of South Africa's main trading partners than by the South African 
balance of payments. 


Central government expenditures for the fiscal year beginning April 1, 1974 were 
R5.62 billion ($8.14 billion) on a national accounts basis. Revenue from customs, 
excise taxes and direct taxes was R4.52 billion ($6.55 billion). 


Partly as a result of counter-cyclical policies of the Reserve Bank, the money 
supply was increasing slowly in the first half of the year, rapidly toward the end. 
For the year as a whole the increase was 18.7% (27% for near money). 


Long-term money became progressively tighter throughout the year, but short-term 
rates eased late in the year. 


The economy was plagued by high and increasing rates of inflation. The consumer 
price index increased 14% from December, 1973 to December, 1974. Wholesale prices 
of South African goods grew 16.9% and of imported goods 27.7%, leading to complaints 
about “imported inflation." 


Industry was operating at 91% of capacity in February, but because of a slight 
weakening in demand and growing capacity this was reduced to 88% by November. 
Specific sectors recorded real increases in production of 11.3% (machinery), 7.9% 
(chemicals), 6.8% (non-metallic mineral products), 6.4% (transport equipment), 

4.3% (metal products), and 1% (textiles). The automotive industry sold fewer 
passenger cars (226,776) and more commercial vehicles (115,151) in 1974 than it had 
in 1973; total sales were almost the same in the two years. The steel industry 
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produced 5,624,400 metric tons of steel ingots and continuous cast billets, up 
3.4% from 1973. Pig iron production was up 6.7%, to 4,620,500 tons. The textile 
industry suffered from weak demand and a surge in imports and was given additional 
tariff protection in September. Other manufacturing sectors experienced healthy 
growth, although industrial shares on the Johannesburg Stock Exchange fell 19%. 


Gold production fell 11%, largely because of a reduction in the grade of ore being 
milled and partly because of labor problems. The industry was sufficiently 
optimistic, however, to increase its real gross fixed investment by an impressive 
61% over 1973, which had also seen a large (17%) increase in real investment in 

the industry. The country's dependence on gold increased during the year to 38% 

of current foreign earnings. Gold mining shares on the Johannesburg Stock Exchange 
more than doubled in price. 


Other mining also prospered. The value of metals (except gold), minerals and fuels 
produced in 1974 amounted to R3.77 billion ($5.46 billion), Rl.1 billion ($1.59 
billion) more than in 1973. Weaknesses were felt in the prices of copper and 
platinum but in general the industry was expanding, production being about 12% 
above 1973 in real terms. 


Agriculture experienced its best year in 1974. A record corn crop of 11 million 
metric tons came in a year of high world prices. Export earnings from the 1974 
crop were R198 million ($287 million) in 1974, with some of the crop not yet 
shipped at the end of the year. Total export earnings for the 74/75 corn marketing 
year were over R300 million ($435 million). Sugar production was 1.88 million tons 
(0.88 million for export), close to the record 1.91 million, and also came in a 
year of high world prices. Fruit farmers also experienced a good year, but wool 
growers saw prices drop 38%. Farm income was up 29% and the reserves of the 
marketing boards (covering 22 commodities) rose to high levels. The costs of 
agricultural inputs rose steeply. The fishing catch was good. 


The transportation system was burdened by severe congestion in the ports, as a 
result of the high level of economic activity and diversions of traffic from the 
port of Lourenco Marques (Mozambique). Construction of a major new port at 
Richards Bay (Natal) proceeded apace, as did work on the new rail line from 
Sishen to Saldhana Bay (to be used mainly to move iron ore). The Rhodesian regime 
opened a connecting rail line through Beitbridge with the SA rail net. 


The strong growth conditions created severe shortages of skilled labor. Unem- 
ployment among Whites, Coloreds and Asians was at its lowest post-war level 

(7,200) in August, although the situation had eased slightly by the end of the 
year. Total unemployment in the non-agricultural sectors rose 2.6% in the first 
three quarters; hours worked by production workers rose 6%. Average non- 
agricultural salaries and wages increased 15.3%. Real salaries and wages increased 
2.1% for Whites, 9.2% for other workers. Labor unrest, particularly in the gold 
mines and in Natal, continued to cause concern but was not a seriously disrupting 
factor for the economy as a whole in 1974. 


Although higher oil prices added some R700 million ($1.01 billion) to the import 
bill in 1974, the country's relatively low dependence on oil (26% of total energy 
consumption) kept the oil bill within manageable limits. Continued high oil 
prices induced the government to maintain its conservation program and to decide 
to go ahead with a huge new coal liquification plant, which will reduce dependence 
on foreign oil even more in the 1980's. 
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The strong growth in internal demand and higher import prices (particularly for 
oil) caused a 62% surge in the import bill, to R5.74 billion ($8.31 billion) in 
1974. Exports (excluding gold) rose a more modest 24%, to R3.16 billion 

($4.59 billion). As a result, the trade deficit soared 258%, to R2.57 billion 
($3.73 billion), but was almost exactly covered by new gold output. 


A detailed geographic breakdown of imports (excluding petroleum, petroleum 
products and arms, for which figures are not published) shows eight countries 
that exported more than R100 million ($145 million) worth of goods to the 
South African Customs Area (which includes Botswana, Swaziland and Lesotho) 
in 1974: Germany,(R926.8 million), the United Kingdom (823.0), the United 
States (811.8), Japan (601.1), Italy (204.1), France (199.2), the Netherlands 
(131.1), and Switzerland (110.5). The U.K. lost its traditional first place 
among suppliers of the South African market, while the U.S. almost took over 
second place. 


The United States supplied 16.4% (R812 million) of South Africa's imports 

(excluding arms and oil) in 1974 and took 7.8% (R203 million) of South Africa's 
exports (excluding arms, oil, gold and precious stones). The most important 

imports from the U.S. were machinery, vehicles and aircraft, chemicals, textiles 

and paper (Sections II, III, VI, X and XVIII of the Brussels Tariff Nomenclature). 
The most important exports to the U.S. were mineral products, base metals, foodstuffs 
and animal products (I, IV, V and XV). 


In short, 1974 was an outstanding year, the only major weak spots being inflation, 
the textile and automotive industries, and wool prices. There were nevertheless 
clear signs late in the year that the boom, which had begun in late 1972, was over 
and that growth was slowing down. Seasonally adjusted gross domestic product was 
actuallyless in the fourth quarter than in the third. Unemployment among Whites, 
Coloreds and Asians, though still low, was up at year's end from its post-war low 
in August. Inventory accumulation and the growth in imports had almost stopped 
late in the year. The value of unfilled orders in the manufacturing sector was 
shrinking towards the end of the year. World commodity prices, on which South 
Africa depends to a great extent, were falling. Economic observers, the government 
and the business community generally thought that growth was slowing down and would 
continue to slacken through most of 1975. There was, however, little fear that the 
country would fall into a recession. 


THE ECONOMY IN 1975 


Several of the factors that contributed to the economy's outstanding performance in 
1974 are weaker this year. The gold price has fallen slightly from the high level 
reached in December and gold production continues to decline. (Production in the 
first quarter was 23% of the 1974 total.) World prices for agricultural products 

are down and South Africa's crops, while expected to be good, are not expected to 
match last year's records. Lower world prices are also likely to affect the 
country's exports of metals and minerals. The economies of several of South Africa's 
main trading partners continue to decline. And the country's reserves, while ample, 


are not sufficient to permit a strong internal monetary expansion over many months 
at prevailing exchange rates. 


The slowdown is reflected in the indicators so far available. Inflation shows faint 
signs of weake-ing. The indices of retail trade and manufacturing are down slightly. 
The pressure on the labor supply is less. Imports (excluding arms and oil) were 





aii 


R485.9 million in January, R477.4 million in April, with no trend apparent. Exports 
(excluding arms, oil and BIN XIV) were R260.9 million in January and R247.0 million 
in April, also showing no significant trend. Gold and foreign exchange reserves 
show little change. 


Central government expenditures in the fiscal year beginning April 1 are estimated 
at R6.64 billion ($9.62 billion) on a national accounts basis. This is an increase 
of 18%, largely attributable to a 36% jump in defense spending. Revenue from 
customs and excise duties and from direct taxes is forecast at R5.05 billion 

($7.32 billion). The deficit is expected to increase from Rl.1 billion ($1.59 
billion) to R1.59 billion ($2.30 billion), which the Minister of Finance has called 
"mildly stimulatory." 


Another expansionist factor is the boost to consumer spending expected from the 
introduction of television, although some of this spending will be at the expense 
of other consumer spending. The automobile industry in particular is afraid that 
spending on television will cut down on car sales, which are already suffering 
from consumer resistance to high prices and from high gasoline prices. 


While fiscal policy and television will undoubtedly contribute to growth, it is 
difficult to see any forces on the horizon strong enough to return the economy to 
fast growth in 1975. These factors, along with continued high investment and a 
continued high gold price should, however, keep it from falling into even a mild 
recession. For 1976 and beyond hopes are centered around the gold price, increased 
productive capacity resulting from the investment boom, a possible gradual decrease 
in the real price of oil (or the discovery of indigenous supplies), a reduced 
dependence on oil when new coal liquification facilities come on stream, and economic 
recovery in Europe and North America. Working against these hopes is the uncertain 
political climate. Fears created by impending constitutional changes in Mozambique 
and Angola, possible changes in Rhodesia and South West Africa (which is administered 
illegally by South Africa), and continual attacks on South Africa in the United 
Nations and in the Organization of African Unity have all contributed to uncertainty 
about the future of the economy. 


Thus the prospect at the time of writing (May) was for slow growth for the rest of 
the year, probable faster growth in 1976, and both hopes and doubts for the more 
distant future. 


IMPLICATIONS FOR THE UNITED STATES 


The economic importance of South Africa for the United States is large and growing. 
U.S. exports to South Africa now exceed $1.1 billion and the U.S. surplus in trade 
with South Africa is $550 million. The country is an important source of minerals 
and an important market for textiles, chemicals, capital goods, aircraft, and 
electronic equipment (but not for arms - the United States embargoes the sale of 
arms to South Africa.) United States investment is also important, amounting to 
some $1.2 billion (book value) in 1973. Over 300 U.S. companies do business in 
South Africa through subsidiaries or affiliates. 


The South African economy is growing more slowly in 1975 and the recent dramatic 
increase in trade with the United States is not likely to be repeated. South 
Africa will remain a significant and growing market for U.S. exports, however, 
particularly in the field of capital goods. Several very large projects are 
underway or have been announced and will provide excellent opportunities for 
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U.S. manufacturers of capital goods. The Sishen/Saldanha Bay project, involving 
the construction of facilities for the export of iron ore from a site well 
inland, is moving ahead rapidly. The Richards Bay port project, also involving 
large expenditures, is also progressing well. In an earlier stage of planning 

is the "SASOL II" project, calling for the completion by 1980/81 of a huge coal 
gasification and liquification plant that will help the country approach self- 
sufficiency in energy in the next decade. Also planned are two nuclear power 
plants for Cape Province. Projects like these, and lesser but still important 
ones, will contribute to the growth in gross fixed investment to a total of about 
$10 billion in 1975, much of which will be spent on imported capital equipment. 


The outlook for U.S. exports of less sophisticated capital goods and of most 
consumer goods to South Africa is less promising. South Africa produces a wide 
range of such goods and protects local producers threatened by increased import 
competition. Exporters of goods produced or able to be produced in South Africa 
should look closely at the possibility of having to face higher tariff or other 
barriers before they invest large sums in exploiting apparent sales opportunities. 


Potential U.S. investors should consider not only the reasonably promising 
economic factors but also the growing political uncertainty facing South Africa 
in the years ahead. They should also give careful consideration to their 
relations with their Black labor force. The United States Government urges 

U.S. firms to take every legal and reasonable step to ensure that their employees 
and their families may pursue decent and productive lives. Investors should also 
consider engaging in collective bargaining with unregistered trade unions 
representing Black workers. Such unions are not provided for in South African 
legislation, but are not illegal. Employment Practices of U.S. Firms in South 
Africa (Feb. 1973) and a "Statement on employment practices of U.S. firms 
operating in South Africa" (Sept. 1974) are available from the Embassy and 
Consulates General in South Africa and from the U.S. Departments of State and 
Commerce, Washington, D. C. 
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